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ABSTRACT

Dividend policy has been analyzed for many decades, but no universally accepted explanation
for companies observed dividend behavior has been established. The purpose of this study is to
investigate the determinants of dividend policy based on foreign banks in Malaysia. There are 10
foreign banks that were chosen as sample using panel data analysis from 2009 until 2018. The
dependent variable in this paper is dividend policy while the factors examined in this study
includes profitability (ROA), leverage, size of firm and cash liquidity. The result shows that the
dividend payout ratio are positively and significantly affected by profitability and size of firm but
are negatively affected by liquidity and leverage.

Keywords: dividend policy, profitability (ROA), leverage, size of firm, cash liquidity, Malaysia.
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CHAPTER ONE
INTRODUCTION

1.0 Introduction

Banking system assumes a important job in the financial aspects life of the country.
The wellbeing of the economy is near the related to the soundness of banking system.
Commercial banks are the major players in the banking system. They are the biggest and
most significant suppliers of funds in the banking system. Moreover, commercial banks at
first positioned under management of BNM in 1959. In Malaysia, there are 18 foreign
banks which are commercial banks that listed under Bursa Malaysia but only 10 foreign
banks that have enough data to research on. Besides, investors are the proprietors of the
business entity. Generally the company conveys a bit of its profit to the investors. The part
of profit which is conveyed among the investors is called dividend. Dividend policy
decides the amount of a company’s profit or earning will be paid to the investors and how
much will be held. The arrival on a investor’s speculation include the dividends receive and
the capital increase or misfortune during the time of share are held. Along these lines, a

dividend is an important element of investors’ return by Md.Zakir Hosin (2016).

Every successful business earns profit. Be that as it may, the inquiry emerges about
how much benefit should be distributed to shareholders or investors in the form of dividend
and how much should be retained in business for future needs. This choice is guided by
dividend policy. There are two schools of thoughts on the impact of dividend policy on the
firm value. First Miller and Modigliani (1961) explained that in perfect capital market
dividend policy has no impact on the value of firm. But afterwards no. of researchers
opposed this dividend irrelevance theory and states that a large number of factors cause
capital market to be imperfect. Some of these factors are taxes, agency cost and transaction

cost by DeAngelo and DeAngelo ( 2007).

Next, dividend policy is a crucial issue because it figures out what supports stream

to financial speacialist and what funds are retained by the firm for future reinvestment. It
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influences firm an incentive because of disseminating the yield from venture and financing
choice to shareholders or investors. Dividend can likewise give data to the stockholders
regarding the firm’s performance. This is referred to as a signaling effect. Through the
signaling effect managers are dependent upon the pressure form capital market that they
need deliver ideal to pay optimal amount of dividend to stockholders, and this component
assumes the job of observing managers, and also solving what’s called agency problem.
According to Yusof & Ismail (2016), dividend policy has an impact on decision in
investment and capital cost. Usually, firm able to forecast their future income and future

potential dividend when they made investment.

For this study, I will focuses on the determinants of dividend policy of foreign
banks in Malaysia. To be more specific, this research is specialized in banking industry
firm’s capital structure. This study aims to identify the determinants of dividend policy in

Malaysian financial institutions.

1.1 Background of Study

Dividend policy is one is one of the basic issues in corporate money. The
organization acquires pay from its business which is then put resources into working
resources, purchasing protections, paying obligations and conveying to investors. Income
paid to shareholders is called dividend. Researchers and companies are always concerned
about dividend payment while investors are interested to know the value of dividend. A few
issues have emerged as far as extents of dividend from income which ought to be dispersed
to investors, that is, regardless of whether they ought to be paid cash dividend, stock
dividend or they should not be paid by any means. In this manner, numerous contentions

have risen up out of earlier observational investigations identified with dividend policy.

Dividend policy is one of the questions profitable companies face. Firms are faced
with dilemma of distributing income to shareholders or investing back their earnings in
operating assets, securities, or used to retire bond so as to foster further growth of the

business. The decision of the firm concerning how much earnings should be distributed,
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how stable should the distribution be, and how much should be retained is the concern of

dividend policy decision.

Dividend represents a distribution of earnings to the shareholders of a company that
are usually declared at Annual General Meetings and paid to shareholders of record.
Dividend or profit allocation decision is one of the four decision areas in finance. The other
three are financing, investment, and working capital management decisions. As noted by
Ross, Westerfield and Jaffe (2002) companies view the dividend decision as quite
important because it determines what funds flow to investors and what funds are retained
by the firm for investment. Dividend policy can also provide information to stakeholders

concerning the company’s performance

Foong, Zakaria and Tan (2007) said generally, the speculations made by a company
decide the future earnings and future potential dividends and dividend policy can give
effect to the cost of capital. In settling on these interrelated choices, the objective is to
maximize shareholder wealth. Since banks are companies, their investors as reasonable
financial specialists normally hope to get some pay as return for their investments. The
capacity of a bank to pay dividends will depend to an enormous degree on its financial
performance. Lasher (2000) was correct when he noticed that a decrease in dividend is
taken as awful news. It for the most part comes after a continued decrease in earnings.
There have been various investigations on dividend policy especially in developed
countries. The vast majority of the investigations inspected profit strategy by and large
without concentrating on a specific segment. Additionally, the greater part of the writing on
dividend policy use data from non-financial institutions, with not many on financial

institutions.



1.2 Statement of Problem

The problems that always occur in commercial bank are how bank make decision
whether to pay high or low dividend. Bank may face difficulty to allocated firm’s earning
whether to distribute among investor or retained for investment to boost the firm growth.
According to Imran (2011), the company that implemented residual dividend theory will

pay dividend with the remaining cash after making desirable investment.

According to Yusof & Ismail (2016), there are controversial problem regarding
dividend policy such as optimal earning to be issued as dividend, conflict either to use
earning for dividend payment or reinvestment and suitable payment of dividend.
Eventually, in order to solve these issues, it is crucial to figure out the factors that can affect

divided decisions.

Numerous speculations and models have been advanced to look at various features
of dividend study. The principal experimental investigation of dividend policy was
performed by Lintner (1956). He found that firms have since quite a while ago run target
dividend payout ratio and spot their consideration more on dividend changes than on
absolute dividends levels. He additionally found that dividends changes follow shifts in a
long-run sustanaible and managers are reluctant to make dividend changes that may later
should be turned around. Managers additionally attempt to settle dividends and maintain a

strategic distance from dividends cuts.

In spite of the fact that there are a few research findings Arnott &Asness (2003);,
Forsio et al (2007) and Nissim and ZIV (2001) as of now led and introduced regarding firm
policy on dividends , it despite everything stays an open subject which is uncertain in
corporate finance. Lots of hypotheses have been put forward as legitimization of the impact
of dividend policy and on the off chance that it in deed impacts on firm value. A research
survey by Amidu (2007) found that firm policy on dividends influences its measurement by
its profitability. Be that as it may, he never explored on firm worth. The discoveries

demonstrated a solid direct relationship between ROA, ROE, increment in revenues and
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earnings and firm policy on dividends. Futhermore, these investigations caught the impacts

of the firm payout policy on profitability and not on the value of a firm.

Dividend policy has been analyzed for many decades, yet no all around
acknowledged clarification for organizations watched profit conduct has been built
up. Brealey and Myers (2005) described dividend policy as one of the main ten
most troublesome unsolved issues in money related financial aspects. This
depiction is reliable with Black (1976) who expressed that the harder we take a
gander at the dividend picture, the more it appears to be a riddle, with sorts that
don't fit out. Chay and Suh (2008) expressed that various nations have a unique
regulatory environment, tax regime and rules on dividend policy. In Kenya hardly
any investigates done concentrated on all firms recorded on NSE yet this

exploration center around CFC Stanbic bank.

1.3 Research Objectives

Generally, the aim of this study is to assess the determinants of dividend policy of foreign
banks under banking sector in Bursa Malaysia. In precise, the primary objectives of this study are:

1. To study the relationship between dividend policy with profitability (ROA), size of

the firm, leverage and cash liquidity.

2. To examines the most significant factors influencing of foreign bank in Malaysia.



1.4

Research Questions

This study is conducted to examine factors that influence dividend policy in foreign banks in

Malaysia. The research questions of this study are as follows:

1.

1.5

What is the relationship between profitability (ROA) and dividend policy?

Is it size of the firm effect on dividend policy in Malaysia?

What does the leverage effect on dividend policy?

What is the relationship between cash liquidity and dividend policy?

What is the most significant factors that may influence on dividend policy foreign

bank in Malaysia?

Significance and Contribution of Study

This section discusses the significance and contribution of this study to future researcher,

investors and student. In particular, this study posits that its study objectives, scope, and

empirical findings are bound to benefit several parties, such as:

1.5.1

Future researcher

The study can be used as a guideline to the future researchers. The future researchers who

want to do the same topic which is about dividend policy can use this information and can

be helpful them to get more understanding about the topic presented here. Lastly, it helps

the future researchers to contribute more empirical evidence on dividend policy of foreign

banks in Malaysia.



1.5.2 Investor

This study benefit to investors in making investment decision. The investor’s will evaluate
company’s performance before they are made decisions in order to prevent from losses.
Besides, it also helps the new investors to have a clearer view of factors that influence the

dividend policy in banking sector in Malaysia.

1.5.3 Student
It encourages students to add their knowledge about this topic. It will give them a
realization about the dividend policy. The information provided in this research will enable

student to get more knowledge and learn about the topic to have better understanding.

1.6 Scope of Study

This study was carried out to examine the relationship among Profitability (ROA), Size of
Firm, Leverage, Cash Liquidity with Dividend Payout Ratio (DPR). This study will be held
in Malaysia only. Dependent and independent variable sources are collected from
secondary data that derived from Bursa Malaysia, and EIKON database. Thus, the study
also using panel data that consist of 10 foreign banks in Malaysia with a period of 10 years
from year 2009 to year 2018 in determining the relationship among dependent and
independent variables. The period of 10 years used in this research because the researchers
want to examine the relation between dividend policy and factors influence dividend policy
toward commercial bank especially foreign bank. . Therefore, the ending year of 2018 was

opted in this study to examine the performance of companies in latest year data from EIKON.



1.7 Limitation of Study

In progress to finish this research successful, there are some limitation to access the data.
This study require many of sources to get the supporting data which need to access through
Bursa Malaysia, Science Direct, Research Gate, Emerald Insight, and many others
applications and web sites. The data are not easily accessible because some data require a
payment and only a few data can be freely accessible. This study has difficulty finding
accurate results in secondary data especially data on the problem faced in banking sector in
latest few years. It’s because the scope of this study is limited in Malaysia. When this scope
is limited to a particular country, this study need using some data from the others country to

be able to finish this research successful.

1.8 Operational Definition

Dividend Payout Ratio
According to Amidu & Abor (2006) dividend payout ratio defined as the dividend paid
divided by net income. This variable measures the percentage of the company’s earning

distributed to shareholder.

Profitability (ROA)

Profitability has long been considered as the most determinants of a firm's ability to pay
dividends. I used ROA as proxy for profitability. By the same way, Zaman (2013) and
Yahya and Hadi (2013) have pointed out that the dividend payment pattern of a firm is
affected by the ROA.

Size of Firm
In Gill et al (2009) the size of the bank is measured by the natural logarithm of total assets

and is included to account for size variability.



Leverage

The leverage has been used as a proxy of debt to equity ratio in this study which is used by
Khan and Salaria (2009). The ratio is calculated total liability divided by total equity for
banks. Since leverage or debt to equity is a essential variable for the determinants of
dividend behaviour, if the degree of the debt to equity is high its mean the firm is more

dangerous in the money cash flows.

Cash Liquidity

Liquidity is one of the vital variables that can influence the choice or conduct of the
dividend policy. Cash and Cash Equivalent divided by Net Total Assets is used as proxies
of liquidity. These are also used by Kanwal & Kapoor, 2008; Ahmed & Javid, 2009).



CHAPTER TWO
LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

2.0 Overview of Dependent Variable

According to Miller and Modigliani (1961), dividends were irrelevant and had no
impact on a firm’s share price, they trusted in the realm of effective market, dividends
policy doesn't influence the shareholders wealth. The first advocates of the Dividends
policy since Miller and Modigliani is represented that dividends were unessential and had
no impact on a firm’s share price (the firms value is determined only by its basic earning
power and its business risk). Under very strict assumptions, especially the absence of taxes
and transaction cost. At that point monetary scientists and specialists have couldn't help
contradicting Miller and Modigliani's suggestion and have contended that, they put together
their recommendation with respect to consummate capital market suppositions,
presumptions that don't exist in reality. Those in struggle with Miller and Modigliani's
introduced competing theories and hypotheses to provide empirical evidence to illustrate

that when the capital market is imperfect, dividends do matter.

In addition, the spearheading work in breaking down the determinants of dividend
policy is an examination done by Lintner (1956) the individual who utilizes both exact and
study research system in his examination. As per Lintner review of finance literature on the
determinants of dividend policy identifies 15 variables like firm size, plant and equipment
expenditure, willingness to use external financing earning stability. At that point, his exact
investigation finds that corporations determine a target dividend payout ratio and dividend
policy is balanced by the objective dividend payout ratio which is resolved such that the
partnership can support its capital speculations and can accomplish its focused on

development over the long haul.

10



2.1 Overview of Independent Variable

The performance of Dividend Payout Ratio (DPR) is evaluated by five factors that
affect the dividend policy of foreign bank in Malaysia. The five factors are Profitability (ROA),
Size of Firm (SIZE), Liquidity (LQ), Leverage (LEV) and Reserve Requirement (RR).

2.1.1 Profitability (ROA)

According to Imran (2011), the study use profitability as function as dividend
payout in Pakistan engineering sector. The study applied 36 firms listed in Pakistan from
the period 1996 to 2008. The author use net income as parameters and pointed out that net
income has strong relationship with dividend payout. This is because high profitable firm
are enables to issue high amount of dividend to shareholders without disturbing its financial
needs. The increasing in profitability would give good impact towards firm’s current

dividend and also dividend yield.

In Nadeem, Bashir and Usman (2018) conducted a study to examine the
determinants of dividend policy of Pakistani banking sector from 2005 to 2015. By
utilizing panel data techniques, the consequences of this examination uncover that
profitability has huge constructive outcome on dividend payouts of Pakistani banks.
Profitability or return on asset has positive noteworthy effect on the dividend payout ratio.
This shows firms with high benefits utilized it as flagging gadget for future execution. This
outcome underpins the existence cycle hypothesis which clarifies that develop firms with
more benefit can deliver more profits or dividends. Odawo and Ntoiti (2015) likewise
reason that the profitability has a positive and significantly relationship with dividend
payout ratio. The outcomes uncover that profitability of the firm is would prompt a higher
profit or dividend ratio. Futhermore, dividend payout of banks in Nigeria is fundamentally
impact by different variables which among other incorporate profitability has positive
relationship. The outcome demonstrated that high profitable manage an account with more

steady income deliver higher profit or dividend as contrast with save money with lower
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profit and unstable income by Yusuf and Muhammed (2015).

2.1.2  Size of Firm (SIZE)

The size of a company plays an important role in determining the kind of
relationship the company enjoys within and outside its operating activities. The larger a
company is, the greater the influence it has on its stockholders. A conducted study by
Odawo and Ntoiti (2015) the results showed positive (f = 0.794) and significantly (p-value
= 0.034) on the size of firm of the dividend payout ratio. In addition, Yusuf and
Muhammed (2015) claimed that size has a positive relationship but statistically the result
shows that it is insignificant, this is in line with prior expectation that size has a positive

sign.

Moreover, bigger companies suppose have simpler access to outside capital markets
and have the option to show signs of improvement condition. Indeed, although the
contentions among creditors and shareholders are more extreme for littler companies as
opposed to bigger ones. Furthermore, bigger firms will in general be more broadened and
their incomes are more customary and less unstable. Accordingly, bigger firms ought to be
additionally ready to deliver out higher profits. As substitute to estimate, we utilize the
association's complete market esteem (LNSIZE) and it is required to be emphatically

corresponded with paid dividends by Titman and Wessels (1988).

Then, Yusof & Ismail (2016) have concluded that there is positive relation between
size of the firm and dividend policy. In conjunction to Agency Cost Theory, the bigger the
size of firm, the more dividend payment to shareholders. Thus, firm with large size have
ability to earn higher earning that enable them to pay dividend. The relation between size of
firm and dividend payout is same relationship among studies (Yusof & Ismail, 2016; Yusuf &
Muhammed, 2015; Titman & Wessels, 2016. It can be concluded that size of firm and

dividend payout has consistent direction.
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2.1.3  Liquidity (LQ)

Dada, Malomo and Ojediran (2015) observed that liquidity plays a significant role
on the dividend policy of a company. This research is focused on critical evaluation of the
determinants of the Dividend Policy of Nigerian Banks. They put together this investigation
with respect to board information of chose Banks that are recorded on the Nigerian Stock
Exchange (NSE) having money related information for the 2008 untill 2013 that was
canvassed in the examination. It is observed that dividend payment and liquidity were

negatively related and statistically significant.

Odawo and Ntoiti (2015), also found results that liquidity have a negative and
significant relationship with the dividend payout ratio. This suggests that liquidity was
statistically significant in clarifying dividend payout and consequently the market liquidity
of the firms has a negative influence which confirms that firms with higher market liquidity

deliver or pay lower dividends.

2.1.4 Leverage (LEV)

Financial institutions are commonly utilized and their debt contracts (deposits) are
by and large normalize, bringing about minimal possibility for the burden of agreements
and specific covenants. In banks, especially, stores are profoundly demandable and
investors can pull back their assets from the bank as a method of restraining bank managers
from expropriation and taking excessive risk. Moreover, extreme hazard taking is here and
there rebuffed with higher required loan costs and slower deposit growth. Subsequently, it
is reasonable that banks use dividends to flag nature of their advantages for obligation
holders and contributors. Be that as it may, this can be expensive because of the guideline

of capital adequacy requirements by Forti and Schiozer (2011).

Hutagalung, Yahya, Kamarudin and Osman (2013), the purpose of this study is to
identify the determinants of dividend policy in Malaysian financial institutions. Panel data

set were constructed from 33 financial institutions in Malaysia for a period of 10 years
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(2001-2010). The results of leverage show a significant negative relationship with dividend

policy, which means that a riskier financial institution pays out lower dividends.

Khan and Salaria (2009), this paper analyzes the dividend policy of 18 banks listed
on the Karachi Stock Exchange (KSE) during the period 2001-2007. The study outlines the
main determinants that may drive the dividend policy of KSE listed banks. Financial
leverage also has no impact on dividend policy of Pakistani banks which is negative
relationship. In addition, firms with high debt ratio should pay out lower dividends as they
have as of now pre-submitted their incomes to make debt payments and to abstain from
acquiring more capital. The variable utilized is the company's leverage ratio (LEV) and it

should negatively affect dividend.
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CHAPTER THREE
DATA AND METHODOLOGY

3.0 Introduction

The purpose of methodology is used to express relationship between the dividend payout
ratio and selected financial ratio of the bank such as return on asset, leverage, cash liquidity
and size of firm. This paper is using panel data that consist of 10 foreign banks in Malaysia
in 10 years period which range 2009 to 2018.

3.1 Sample Description
In this study, the targeted sample comes from foreign bank companies under commercial bank
listed in Bursa Malaysia. To compensate, this study has selected 10 out of 18 due to availability
of the data in DataStream. The sample designs covered ten years of panel data starting year
2009 until 2018.

Table 1 : List of Foreign Bank in Malaysia

1 UNITED OVERSEAS BANK MALAYSIA BERHAD

2 CITIBANK BERHAD

3 MUFG BANK MALAYSIA BERHAD

4 DEUTSCHE BANK MALAYSIA BERHAD

5 HSBC BANK MALAYSIA BERHAD

6 BANK OF CHINA MALAYSIA BERHAD

7 JP MORGAN CHASE BANK BERHAD

8 BANGKOK BANK BERHAD

9 OCBC BANK MALAYSIA BERHAD

10 INDUSTRIAL AND COMMERCIAL BANK OF CHINA MALAYSIA
BERHAD
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3.2 Research Design

The model can be designed based on the dividend payout of foreign banks in Malaysia. In
this study, there are two types of variable which are dependent variable and independent
variable. Dividend payout ratio as dependent variable meanwhile independent variables are
return on asset, size of firm, leverage and cash liquidity. Moreover, ROA refers to Return
On Asset, SIZE as total asset, LEV as leverage and LQ as Cash Liquidity. The function can

be formulated as below:

DPR : f(ROA,SIZE,LEV,LQ)

After the formulating is created, the equation will be created to examine the estimation of

the model. The estimating function can be formulated below.

DPR;;: a+ By ROA;;+ B2 SIZE ;— B LEV ;s — B4 LQ s + &4

Based on the estimation function function above, it shows that DPR refer as dependent

variables. Whereas ROA, SIZE, LEV and LQ as an independent variable.

Where:

DPR: Dividend Payout Ratio

ROA: Profitability

SIZE: Size of Firm/Total asset

LEV : Leverage

LQ : Liquidity

a. Constant.

B: The Coefticient Representing the Independent Variables.

&: Error Terms.

16



3.2.1 Theoretical Framework

Independent Variable

Figure 3.1 Conceptual Framework

Dependent Variable

The conceptual framework above shows the independent and dependent variables. This study

use dividend payout ratio as proxy to dependent variable while the independent variables are

profitability, size of firm, leverage and cash liquidity.

3.2.2  Expected Sign

Table 2 : Expected Sign Table

Variables Measurement Expected Sign

Dividend Payout DPR=Dividend paid

Ratio (DPR) Net Income

Profitability (ROA) ROA =NetIncome Positive (+)
Total Asset

Leverage (LEV) LEV = Total Liability Negative (-)

17
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Thomson Reuter’s

Thomson Reuter’s

Thomson Reuters'S



Total Equity

Cash Liquidity (LQ) LQ= Cash Negative (-) Thomson Reuters’s
Net Total Asset
Size Of Firm (SIZE) SIZE = Total Asset Positive (+) Thomson Reuters’s

323 Hypothesis

The relationship statement between independent variables and dependent variable is derived
from research hypotheses. This study takes profitability, size of firm, leverage and cash
liquidity as independent variable and the dividend policy is dependent variable. Based on study

framework, Null and Alternate hypotheses were developed as follow:

Profitability (ROA)
HO: There is no significant relationship between Profitability and Dividend Payout Ratio.
H1: There is significant relationship between Profitability and Dividend Payout Ratio.

Size of Firm
HO: There is no significant relationship between Total Assets and Dividend Payout Ratio.

H1: There is significant relationship between Total Assets and Dividend Payout Ratio.

Leverage
HO: There is no significant relationship between Debt and Dividend Payout Ratio.
H1: There is significant relationship between Debt and Dividend Payout Ratio.

Liquidity

HO: There is no significant relationship between Liquidity and Dividend Payout Ratio.
H1: There is significant relationship between Liquidity and Dividend Payout Ratio.

18



3.3 Data Collection Method

This research carried out data of 10 years coverage period. The data use in this study is
secondary data that retrieved from 10 commercial banks which consist of foreign banks from
year 2009 until 2018. The dependent variable is dividend payout ratio meanwhile for
independent variables are return on asset, leverage, cash liquidity and size of firm. Basically,

all the variables collected from Thomson Reuter’s DataStream.

34 Sources of Data
Table 3 : Sources of Data

Type of data Descriptive Measurement Sources
Profitability Retum on asset is a profitability | Percentage (%o) Thomson Reuter’s
ratio that provides how much Eikon

profit a company is able to

generate from its asset.

Total Asset Total asset are the sum of all | Ringgit Malaysia | Thomson Reuter’s
current and non-current assets. (RM) Eikon

Cash Liquidity | Liquidity is the ability of a | Percentage (%) Thomson Reuter’s
company to meet its financial Eikon
obligations as they come due

Leverage Leverage ratio is any one of | Percentage (%0) Thomson Reuter’s
several financial measurements Eikon

that look at how much capital
comes in the form of debt or
assesses the ability of a company

to meet its financial obligations.
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3.5 Data Analysis

3.5.1 Descriptive Statistics.

Descriptive statistics analysis use to describe the characteristics of a specific data set.
In other words, it gives short summarization about the sample of the study and measures of the
data. Moreover, mean, median and standard deviation in this study is illustrate by descriptive

statistical analysis.

3.5.2 Correlation Analysis.

Correlation coefficient is statistical method used to measure the connection between
independent variables. The relationship can be in positive or negative. When two variables
move in parallel this means positive relationship while two variables move in opposite

directions its shows negative relationship.

3.5.3 Variance Inflation Factor (VIF).

Variance Inflation Factor is computed based on R2 A high value of VIF which is
greater than 5 or 10 indicates that multicollinearity is severe. It is for detection for

multicollinearity.

3.5.4 R-Squared (R?).

Coefficient of the determination is explanatory power to test the goodness of fit and
determine how well the regression line fits the data. It is used to described by the regression
equation to access the percentage of total variation in the dependent variable explain the
change of dependent variable. Besides, the number 1 shows that all changes in dependent

variable used in regression.

20



3.5.5 T - Statistics.

T-Statistic is used to determine if there is significant relationship between the
dependent variable and each independent variable. The rule of thumb for this T-Statistics is

2.

3.5.6 F - Statistics.

F-Statistic is the overall explanatory power of regression. F-Statistic is used to test
the hypothesis that the variation in the independent variables explain the significant portion
in the dependent variable. The rule of thumb F-Statistic is 4. It is significant if more than 4

and it is insignificant when F-Statistic is less than 4.
3.6 Conclusion

As conclusion, this chapter has done discussed about research methodology for this
study. Chapter 4 will be discussed about findings of this study. It will provide with an

interpretation of the findings analysis on the dividend payout ratio of foreign banks in

Malaysia.
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CHAPTER FOUR
FINDINGS AND DISCUSSION

4.0 Introduction

The aim of this chapter is to discuss the findings of this study that consists of two results.
There are preliminary and regression results. Preliminary result generated from descriptive
statistic and correlations. Next, the regression result is generated by using yearly data collected.
4.1 Data Analysis

4.1.1 Descriptive Statistics Analysis

Table 4 : Descriptive Statistic Result

DPR ROA SIZE LEV LQ

Minimum 0 0.0013239 14.28454 | 0.7895024 0.031597
Maximum 1.041994 0.022025 18.54275 16.37718 0.6401555
Mean 0.2671856 0.0109474 16.78234 | 8.903885 0.2425145
Median 0.2604424 0.0112327 16.71787 | 8.407691 0.2038224
Standard 0.2971788 0.004002 1.158349 | 3.550219 0.1392805
Deviation

Skewness 0.7878441 0.1245068 -0.2000948 | 0.0769526 0.7419337
Kurtosis 2.632185 3.489529 1.91346 2.093321 2.852782

The table 3 shows the descriptive statistic of the variable in the final sample of 10
foreign banks from 2009 until 2018. This section uses raw descriptive analysis to determine
the real data of each variables in term of minimum, maximum, mean, standard deviation

and coefficient variation.

Five variables were used in this study. The dependent variable is dividend payout
ratio (DPR). Meanwhile, the independent variable of profitability represented by return on
asset (ROA), size of firm represented by total of asset, leverage represented by debt to
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equity and cash liquidity represented by current ratio.

First and foremost, the table descriptive shows that the maximum value for DPR is
1.041994% which is the banks pay dividends is more than 100%. So, we can see here the
banks give dividends it is not depends on the profitability or so on but depends on banks.
The minimum for DPR is 0% shows that the foreign banks have not paid any dividends to
their shareholders as much as 104%. Mean , median and standard deviation on this data are

0.2671856%, 0.2604424% and 0.2971788% respectively.

Besides, the findings states that the maximum value of return on asset is
0.022025% and minimum value is 0.0013239%. then, mean value for the data is
0.0109474%. the value for median and standard deviation are 0.0112327% and 0.004002%

respectively.

In addition, the mean value for the size of firm is 16.78234%, median value is
16.71787% and standard deviation value is 1.158349%. The minimum value is 14.28454%
and the maximum value is 18.54275%. The value size of firm is already logarithm in the

Stata Software 10.

Moreover, other independent variable in this study is leverage. The value of the
mean and standard deviation for leverage is 8.903885% and 3.550219%. For the minimum,

maximum and medium are 0.7895024%, 16.37718% and 8.407691% respectively.

Lastly is cash liquidity. The value of mean, median and standard deviation for cash
liquidity are 0.2425145%, 0.2038224% and 0.1392805%. The value of minimum and the
maximum cash liquidity are 0.031597% and 0.6401555%. Average liquidity is
0.2425145% it can be considered very low, the low liquidity can impact of deposit
liability.
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Table 5 : Skewness Result

DPR

ROA

SIZE

LEV

LQ

Skewness

0.7878441

0.1245068

-0.2000948

0.0769526

0.7419337

Next, for the skewness from the result shows that four variables are right skewed
distribution and one variable is left skewed. When the data value is positive it will skew to
the right, meanwhile the data value is negative it will skew to the left. The result shows that
DPR (0.7878441), ROA (0.1245068), LEV (0.0769526) and LQ (0.7419337) is skewed to
the right because the result shows positive sign of data distribution. Besides, the result for

skewness for SIZE is -0.2000948 which is the data skewed to the left.

Table 6 : Kurtosis Result

DPR ROA SIZE LEV LQ

Kurtosis 2.632185 3.489529 1.91346 2.093321 2.852782

Next, kurtosis is used to shows whether the data distribution is normal or not
normal. It also used to show the flattening and peakedness of data. There are divided into
three stages which are if the value below than 3 it shows the data is flat. If the value value
above than 3 it shows that the distribution is high peakedness where the value is 3 the
distribution is normal. The result shows that ROA 3.489529) is high peakedness. Lastly,
DPR (2.632185), SIZE (1.91346), LEV (2.093321) and LQ (2.852782) is considered flat

because less than 3.
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4.2 Pearson Correlation

Table 7 : Pearson Correlation Result

DPR ROA LEV LQ SIZE
DPR 1.0000
ROA 0.5216 1.0000
LEV 0.2817 0.1374 1.0000
LQ -0.2194 | 0.0641 -0.3071 1.0000
SIZE 0.5154 0.3837 0.6755 -0.4689 1.0000

Table 6 above shows the result of correlation analysis for all variables used in this
study. Based on the rules of thumbs, the data correlation coefficient between dependent
variable with the independent variable must less than 0.8, if high than 0.8 there have
multicollinearity problem. It can make the research do the autocorrelation. Based on the
table above, all the variableand used which are DPR, ROA, LEV, LQ and SIZE are below
than 0.8.

There is negative correlation between DPR with LQ with the value -0.2194.
Meanwhile, the correlation between DPR with ROA, LEV and SIZE is positive
correlation the value are 0.5216, 0.2817 and 0.5154. Moreover, there is positive correlation

between ROA with LEV, LQ and SIZE which the value are (0.1374, 0.0641 and 0.3837).

Then, the value of 0.6755 show positive correlation between LEV with SIZE. But
for the LEV with LQ indicate negative relationship which is the value is -0.3071. Lastly,
for the LQ with SIZE show negative correlation which is -0.4689. Based on the result, there

is no multicollinearity problem because all the values were undervalued.

To confirm the presence of multicollinearity problem, the variance inflation factor

(VIF) test is carried out.
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4.2.1 Multicollinearity Test (Variance Infaltion Factor (VIF)

Table 8 : Variance Infaltion Factor (VIF)

VARIABLE CENTERED VIF
Return On Asset (ROA) 1.34
Leverage (LEV) 1.91
Cash Liquidity (LQ) 1.42
Size of Firm (SIZE) 2.77

Table 7 revealed that there is no multicollinearity problem as the value correlation
for all variables are less than 0.8. Apart from that, multicollinearity also can detected
through VIF which is the value is less than 10, there is no multicollinearity problem.
Reffering to the Table 4.2.2, it shows that there is no multicollinearity problem since the

result show the variables are less than 10.
4.3  Regression Model
The regression model shows the relationship between the dependent variable (DPR) and

independent variable which are profitability (ROA), Leverage (LEV), Cash Liquidity (LQ)
and size of firm (SIZE).

DPR it : -1.432296 + 29.94538 ROA ij,t - 0.0025188 LEV it - 0.2072949 LQ it +
0.0860641 SIZE i,t

(ROA, LEV,LQ,SIZE)
From the equation above, it show that return on asset and size of firm have positive

relationship with the dividend payout ratio meanwhile leverage and cash liquidity have

negative relationship with the dividend payout ratio.
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DPR it a + Bl ROAi,t + Bz SIZE it= B3 LEV it= B4 LQt + &

i.  a=-1.432296

The result shows that the constant is equal to -1.432296, which shows that if ther variables
are held constants, the return of assets will decrease by RM 1.432296.

ii.  P1=29.94538

The coefficient above shows that every RM1 increase in return on asset will increase

dividend payout ratio by RM 29.94538.

iii. P2-0.0860641

The coefficient above shows that every 1% increase in size of firm will increase dividend

payout ratio by 0.0860641%.

iv.  P3--0.0025188

The coefficient above shows that every 1% decrease in leverage will decrease dividend

payout ratio by 0.0025188%.

v.  Ps=-0.2072949

The coefficient above shows that every 1% decrease in cash liquidity will decrease

dividend payout ratio by 0.2072949%.
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4.4 Coefficient Of Determination — R-Squared (R?)

R2=0.3672
=36.72%

Coefficient of Deterimation is an explanatory power that used to test goodness of fit
determine how well the regression line fits the data. The value of coefficient range is from
0 to 1 whereby O shows none of independent variable that explain s changes in dependent
variables and 1 shows that all changes in independent variable is explained by variation in
independent variables used in the regression model. Then, the preferred value of R-squared
(R?) is closed to 1. It is also measure the proportion of total variation in dependent variable
is explained by the regression equation. In this study, the result show R? is 0.3672. this
means 36.72% of variation in dependent variable (dividend payout ratio) can be explained
by all the independent variables (return on asset, leverage, cash liquidity and size of firm),

63.28% (100-36.72) unexplained.

4.5 Statistic (T-Stat)

Table 9 : T-Statistic

INDEPENDENT PROBABILITY RULE OF THUMB
VARIABLES

ROA 0.000 < 0.05 Significant 4.37 > 2 Significant
LEV 0.785 > 0.05 Insignificant -0.27 < 2 Insignificant
LQ 0.308 > 0.05 Insignificant -1.02 <2 Insignificant
SIZE 0.013 <0.05 Significant 2.53 > 2 Significant

T-Statistics is used to determine if there a significant relationship between the
dependent variable and each independent variables. T- Critical for the rule of thumb is 2. If

the results of the variable shows more than 2, it is statistically significant. The first
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independent variable is ROA shows that value 4.37 is more than 2 which is significant.
Then, the value of LEV is -0.27 which is less than 2 and it shows that insignificant. Next,
the value of LQ is -1.02 which is less than 2 and it shows that insignificant. Lastly, the
value of SIZE is 2.53 that are more than 2 and it shows that significant.

4.6 F-Statistic (F-Stat)

F( 4,95)= 15.58 > 4 Significant
Prob > F =0.0000 < 0.5 = Significant

The rule of thumb of F — Statistic is 4 which mean if the result is more than 4 it
show significant while if the result shows less than 4 it show insignificant. The result above
shows that significant because F — Statistic is 15.58 more than 4 and the F — Statistic

probability is significant due to lower than 0.5.

4.7 Result Analysis

Based on the Stata result before dropping out one independent variable which is
Reserve Requirements (RR), it shows the most insignificant result. Besides, the coefficient
of regression result based on Stata, the result of the Reserve Requirement (RR) is 0.519

which is more than 0.05. Supposedly, it should be less than 0.05.

Next, the result that has been generated, dividend payout ratio (DPR) has significant
relationship with the size of firm (SIZE) and profitability (ROA). Dividend payout ratio has
positive significant relationship with size of firm and profitability. Moreover, leverage
(LEV) and cash liquidity (LQ) indicates to the negative insignificant relationship with

dividend payout ratio.

In Nadeem, Bashir and Usman (2018) study, the results of this study reveal that
profitability has significant positive effect on dividend payouts of Pakistani banks.
Profitability has positive significant impact on the dividend pay-out. This shows that firms
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with high profits used it as signaling device for future performance. Besides, Odawo and
Ntoiti (2015) also conclude that the profitability has a positive and significant relationship

with dividend payout ratio.

According to Yusuf and Muhammed (2015) claimed that size has a positive
relationship but statistically the result shows that it is insignificant, this is in line with prior
expectation that size has a positive sign. Then, Yusof & Ismail (2016) have concluded that

there is positive relation between size of the firm and dividend policy.

Dada, Malomo and Ojediran (2015) observed that liquidity plays a significant role
on the dividend policy of a firm. It is observed that dividend payment and liquidity were
negatively related and statistically significant. Next, according to Odawo and Ntoiti (2015)
It can was concluded from this study that there exists a negative and significant relationship

between liquidity and dividend payout.

Khan and Salaria (2009), this paper analyzes the dividend policy of 18 banks listed
on the Karachi Stock Exchange (KSE) during the period 2001-2007. Financial leverage
also has no impact on dividend policy of Pakistani banks which is negative relationship.
Hutagalung, Yahya, Kamarudin and Osman (2013), the results of leverage show a
significant negative relationship with dividend policy, which means that a riskier financial

institution pays out lower dividends.

30



CHAPTER FIVE
CONCLUSION AND RECOMMENDATIONS

5.0 Conclusion

As a conclusion, this study is conducted to determine the factors that influence dividend
policy of foreign banks under banking sector in Malaysia. The study uses an annually panel
data from year 2009 until 2018 with sample of 10 foreign banks in Bursa Malaysia. The variables
used in this study are dividend payout ratio, profitability (ROA), leverage(LEV), cash
liquidity(LQ) and size of firm(SIZE).

The objective of this research paper is to identify the relationship between dividend payout
ratio (DPR) with return on asset (ROA), leverage (LEV), cash liquidity (LQ) and size of firm
(SIZE).. Then, this research also is to determine the most significant factors that may influence the
dividend payout ratio that will help company to decide better in dividend payment. As the result

shown in the data analysis chapter, the objectives have been achieved.

After using Ordinary Least Square Method (OLS) to analyze all the data obtained from
World Bank Data and EIKON data based, the results reveals that return on asset and size of firms
is significant and positively correlated with dividend policy. It shows that when firm have high
profit and large size of firm, the firm will pay high dividend payment to the shareholders.

The results also shows that there is no significant relationship on leverage and cash
liquidity with dividend policy. Thus, we can conclude that leverage and cash liquidity are

not the factors that company need to consider when making dividend decision.

Lastly, before the result appear above, there are five independent variables that I
was study which is profitability, size of firm, leverage, liquidity and reserve requirements
but the result from running Stata is not significant for reserve requirement and also give the
bad effects to others variable. So, I decide to drop one variable which is reserve

requirement to gained a good result.
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5.1 Recommendations

In order to study the impact of dividend policy in Malaysia, the future study may
extend this research on other sectors such as oil and gas sector, telecommunication sector,
financial sector and technology sector. When future studies extend their research in other
sector, it is easy to make a comparison in term of the findings obtained from their studies.
Besides that, the researchers can help to broaden the empirical evidence of dividend policy to

give a better picture on dividend payment scenario in Malaysia.

Next, future studies recommended to add more variables when conducting this study.
This is because based on adjusted R-squares, only 36.72% variation in dividend policy is
explained by variables in this study. The balance 63.28% is explained by other variables. Thus,
in order to get higher R-squares, this study suggested using other variables that give a huge
impact towards dividend policy. Not only that, the findings of this study shows only two
variables are significant to dividend policy, which are profitability and size of the firm. The other
two variables are not significant. Therefore, future researchers may use other variables like
investment, firm age, sales growth and business risk to increase explanatory ability of this

study.

Besides, I suggest to the future researchers to investigate more this issue with a
longer time period which is more than 10 years. I focus only in 10 years it is because data
for the foreign bank difficult to found in the Eikon. When the study conducts over longer

period of time, it will be impressive to obtain the results whether this study is applicable.

Lastly, this study only focuses on foreign banks in Malaysia with a sample of 10 foreign
banks for analysis. There are 18 foreign banks listed in Bursa Malaysia and the researchers
unable to include all 18 foreign banks in this study because due to availability of data.
Therefore, itis suggested for future researchers to increase the number of banks in their study.
This is because large sample size allows the researchers to increase the significant level of

the findings.
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APPENDICES

FOR SECOND RAW DATA WITHOUT RESERVE REQUIREMENTS

Descriptive statistic table

.generate lgsize=In(sizeoffirm)

edit

- preserve

. tabstat dpr roa sizeoffirm leverage cashliquidity lgsize, statistics( min max mean sd cv

skewness median kurtosis) col

stats | dpr roa s
min | 0 .0013239
max | 1.041994 .022025
mean | .2671856 .0109474
sd | .2971788 .004002
cv | 1.112256 .3655715
skewness | .7878441 .1245068
p50 | .2604424 .0112327
kurtosis | 2.632185 3.489529

izeof~m leverage
1598438 .7895024
1.13e+08 16.37718
3.39e+07 8.903885
3.18e+07 3.550219
.9371432 .398727
.8193144 .0769526
1.82e+07 8.407691
2.249604 2.093321

cashli~y

.031597
.6401555
.2425145
.1392805
.5743183
. 7419337
.2038224
2.852782

lgsize

14.28454
18.54275
16.78234
1.158349
.0690219
-.2000948
16.71787
1.91346

Pearson Correlation Table

. corr dpr roa leverage cashliquidity Igsize(obs=100)

dpr

roa

leverage
cashliquid~y
lgsize

roa

leverage cashli~y

lgsize

O O O

.0000
.1374
.0641
.3837

1.0000
-0.3071 1.0000
0.6755 -0.4689
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Result of OLS Regression Model

. reg dpr roa leverage cashliquidity 1gsize

Source | 3S df MS Number of obs = 100
————————————— - F( 4, 95) = 15.58
Model | 3.46329011 4 .865822526 Prob > F = 0.0000
Residual | 5.27991662 95 .05557807 R-squared = 0.39%61
————————————— - Adj R-squared = 0.3707
Total | 8.74320673 99 .088315219 Root MSE = .23575
dpr | Coef Std. Err t P>t [95% Conf. Intervall]
_____________ +________________________________________________________________
roa | 29.94538 6.846639 4.37 0.000 16.35309 43.53768
leverage | -.0025188 .0092236 -0.27 0.785 -.0208299 .0157923
cashliquid~y | -.2072949 .2023892 -1.02 0.308 -.6090882 .1944985
lgsize | .0860641 .0340228 2.53 0.013 .0185204 .1536079
_cons | -1.432296 .5156917 -2.78 0.007 -2.456073 -.4085187
vif
Variable | VIF 1/VIF
_____________ +______________________
lgsize | 2.77 0.361451
leverage | 1.91 0.523554
cashliquid~y | 1.42 0.706501
roa | 1.34 0.747738
_____________ +______________________
Mean VIF | 1.86
Random Effect
Random effects u i ~ Gaussian Wald chi2 (4) = 17.75
corr(u_i, X) = 0 (assumed) Prob > chi?2 = 0.0014
dpr | Coef. std. Err. z P>z [95% Conf. Intervall]
_____________ +________________________________________________________________
roa | 22.60316 7.196343 3.14 0.002 8.498589 36.70774
leverage | .0014967 .0103665 0.14 0.885 -.0188214 .0218147
cashliquid~y | -.1883438 .2379021 -0.79 0.429 -.6546233 .2779357
lgsize | .0643072 .0432763 1.49 0.137 -.0205127 .1491272
_cons | -1.027135 .6914128 -1.49 0.137 -2.382279 .3280088
_____________ +________________________________________________________________
sigma u | .11643799
sigma e | .20787783
rho | .23881569 (fraction of variance due to u_ i)
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FOR FIRST RAW DATA BEFORE DROPPING OUT ONE INDEPENDENT
VARIABLE WHICH IS RESERVE REQUIREMENT

Descriptive statistic table
tabstat dpr sizeoffirm sizeoffirm leverage cashliquidity reserverequirement lgsize Igreserve,

statistics( min max mean sd cv ) columns(variables)

stats | dpr sizeof~m sizeof~m leverage cashli~y reserv~t lgsize 1lgrese~e
_________ o
min | 0 1598438 1598438 .7895024 .031597 0 14.28454 9.928571
max | 1.041994 1.13e+08 1.13e+08 16.37718 .6401555 9196864 18.54275 16.03437
mean | .2671856 3.39e+07 3.39e+07 8.903885 .2425145 2543359 16.78234 14.05094
sd | .2971788 3.18e+07 3.18e+07 3.550219 .1392805 2631364 1.158349 1.538866
\

1.112256 .9371432 .9371432 .398727  .5743183 1.034602 .0690219 .1095205

Pearson Correlation Table

corr dpr roa leverage cashliquidity Igsize lgreserve

| dpr roa leverage cashli~y lgsize lgrese~e
_____________ +4--—_ e =
dpr | 1.0000
roa | 0.5183 1.0000
leverage | 0.2237 0.0858 1.0000
cashliquid~y | -0.2255 0.0111 -0.3755 1.0000
lgsize | 0.4701 0.3666 0.6394 -0.5227 1.0000
lgreserve | 0.5063 0.4746 0.3819 -0.4640 0.8907 1.0000

Result of OLS Regression Model

reg dpr roa leverage cashliquidity 1gsize Igreserve

Source | 55 df MS Number of obs = 92
————————————— ettt F( 5, 86) = 10.03
Model | 2.99227398 5 .598454797 Prob > F = 0.0000
Residual | 5.13016611 86 .059653094 R-squared = 0.3684
————————————— t—— Adj R-squared = 0.3317
Total | 8.12244009 91 .089257583 Root MSE = .24424

dpr | Coef. std. Err. t P>|t| [95% Conf. Interval]
_____________ +________________________________________________________________
roa | 31.45316 8.13831 3.86 0.000 15.27474 47.63159

leverage | .0010038 .0114031 0.09 0.930 -.0216647 .0236723
cashliquid~y | -.1824582 .2332277 -0.78 0.436 -.6460994 .2811831
lgsize | .0369828 .0719109 0.51 0.608 -.1059713 .1799369
lgreserve | .029514 .0456077 0.65 0.519 -.0611511 .1201791
_cons | -1.069226 .6748039 -1.58 0.117 -2.410692 .2722397
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Variable | VIF 1/VIF
_____________ +______________________
lgsize | 10.05 0.099519
lgreserve | 7.51 0.133080
leverage | 2.39 0.418741
cashliquid~y | 1.49 0.670174
roa | 1.42 0.703562
_____________ +______________________
Mean VIF | 4.57

Random effects

Random effects u i ~ Gaussian Wald chi?2 (5) = 18.10
corr(u_i, X) = 0 (assumed) Prob > chi?2 = 0.0028
dpr | Coef Std. Err z P>z [95% Conf. Intervall]
_____________ +________________________________________________________________
roa | 22.61456 8.7595 2.58 0.010 5.446251 39.78286
leverage | .0055653 .0116788 0.48 0.634 -.0173248 .0284554
cashliquid~y | -.1528796 .29677277 -0.52 0.606 -.7345434 .4287841
lgsize | -.0243959 .0883761 -0.28 0.783 -.19761 .1488182
lgreserve | .0645469 .0591296 1.09 0.275 -.051345 .1804387
_cons | -.4733362 .896492¢6 -0.53 0.598 -2.230429 1.283757
_____________ +________________________________________________________________
sigma u | .12026669
sigma e | .21662659
rho | .23560523 (fraction of variance due to u_ i)
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Data Company

CODE

(NS TEN C T SR SR G R G S A A I A R L e e T T T R R
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